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OVERVIEW

• Recent cost growth facts

• The Bargain we have struck with drug manufacturers

• Recent issues with specialty and with generic drugs

• Policy Options

www.chpre.org 2



www.chpre.org

Growth in health spending, share of 
GDP of health spending

17.4 17.5

0

2

4

6

8

10

12

14

16

18

20

1960 1970 1980 1990 2000 2001 2002 2003 2004 2004 2006 2007 2008 2009 2010 2011 2012 2013 2014

NHE/GDP NHE g  pc







DRUG SPEND / TOTAL HEALTH SPEND

4.7

9.3

0

1

2

3

4

5

6

7

8

9

10

1980 2013



THE BARGAIN WE HAVE STRUCK

• “Fixed Term” monopolies to spur innovation

o Patents = 20 years (formerly 17)

o Exclusivities, data and marketing, range from 180 days to 12 years

• Competition from generics or biosimilars after exclusivities of 5 

and 12 years, respectively

• 85% of small molecule drugs are generic today

• FDA approved first biosimilar in March 2015, competes with 

drug first launched in 1991

• Medicaid gets legislated “discounts,” Medicare pays retail
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HEP C AS “SPECIAL” CASE

• Sovaldi cures Hepatitis C

• Launch price in 2014 was $1000 / pill, $84,000 per episode

• Half of nation’s 3.2 Hep C patients are on Medicaid

• Medicaid prescription drug spending rose 23% in 2014
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63% Increase in N 

of patients with 

more than 

$50,000 in drug 
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2013-2014
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SOME COST-SHARING FACTS

• Part B drugs require 20% coinsurance, there is no OOP cap

o Average annual income of elderly  = $23,000

• Part D is increasingly using coinsurance, with $7000 cap

• Marketplace and employer plans use coinsurance for tiers 3 and 4; 

average for silver and bronze is 40%, some 60%

• OOP cap for ACA plans is $6,600/$13,200

• ERISA plans have no statutory OOP cap

• One survey (JMCP) found most have 25% coinsurance or more for 

oral cancer drugs; delays and suspensions common
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Over 5000% Price Gouge Still Not Lowered by Turing 

Pharmaceuticals CEO, Martin Shkreli

Announcement to lower the price of Daraprim merely 

a tactic to placate critics

By Michael Sainato | 10/09/15 3:07pm
Observer.com
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WHY MUST DRUG PRICES 

BE SO HIGH? 

To recover past R&D costs, accounting for time lag

o But those costs are SUNK!!!

• To capture value created – consumer willingness to pay –

compared to alternative treatments

o What about penicillin?  Life saving EMTs?  

• To fund current research and marketing plans

• To reward investors NOW
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SOME POLICY OPTIONS

• Federal levers

• Adjust patent and/or exclusivity rules

• Speed up FDA approval times with resources

• Give Medicare the power to negotiate prices

• Dictate lower cost sharing

• Allow importation

• Increase price transparency

• Impose price regulation or require larger discounts

• State levers

• Require larger discounts through formula adjustment

• Create multi-agency and multi-state bargaining units and use 

reference pricing and transparency strategy

• Enable state to say “no”



Institute for

Clinical and 

Economic Review
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PCSK9 inhibitor
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MAIN TAKEAWAY ON PRICING 

POLICY OPTIONS

• Drug markets are segmentable, => price discrimination is possible

• Price discrimination is generally both efficient and equitable

• Price discrimination works best when markets are cordoned off

• When you use a formula to “guarantee” discounts, you LINK 

markets, so formulaic discount will raise optimal price in private 

markets (340B and Medicaid rules all have this effect)

• So, using (augmented) market bargaining power is better than 

formulaic discounts for the state as a whole
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COMMENTS AND QUESTIONS

• lnichol9@gmu.edu

• Twitter = @LenMNichols

• www.chpre.org

mailto:lnichol9@gmu.edu

